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Summary of Legidation: (Amended) Capital Investment Tax Credit: The bill provides a credit against a
taxpayer's state tax liability for certain qualified capital investments made in Shelby County. The bill also
provides that the amount of the credit is equal to 14% of the amount of the qualified investment. The hill
further requiresthe Department of Commerceto certify theinvestmentsasbeing eligiblefor thecredit. It a'so
providesthat if ataxpayer receives acredit and does not make the qualified investment for which the credit
was granted within the time required, the Department of Commerce may require the taxpayer to repay the
additional amount of state tax liability that would have been paid by the taxpayer if the credit had not been
granted, plusinterest.

Oil Rerefining Facility Tax Credit: This bill provides a five-year credit against state tax liability for a
percentage of property taxes paid by rerefined lubrication oil facilities. It requires the Department of
Commerce to determine if the taxpayer is entitled to the credit.

Effective Date: January 1, 2001 (retroactive).

Explanation of State Expenditur es: (Revised) Capital Investment Tax Credit: Thishill createsthe Capital
Investment Tax Credit and would require the Indiana Department of Commerce (IDOC) to adopt rules and
review notices submitted by companies intending to claim this credit. The IDOC would then inform the
Department of State Revenue (DOR) whether or not the company isentitled to the credit. Presently, only one
company is expected to qualify for the tax credit. Thus, any expenses related to this review process should
be minimal and can be absorbed by the IDOC. According to State Department of Personnel information, the
Lieutenant Governor’ s Office had 35 vacant full-time positions as of December 2000.

The DOR would have to adopt rules and develop new forms for the reporting of this new credit. but would
be able to absorb any related expenses of processing, printing, and programming within its current budget.
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Oil Rerefining Facility Tax Credit: Thebill createsatax credit for oil rerefining facilities. The bill requires
ataxpayer to request the Department of Commerce to determineif the taxpayer isentitled to the credit. The
taxpayer must make this request in the manner and on forms prescribed by the Department. Presently, only
one company is expected to qualify for the tax credit. Thus, any expenses related to this review process
should be minimal and can be absorbed by the IDOC.

Explanation of State Revenues: (Revised) Thebill could reduce state revenueby $3.75M to$4.5M in FY
2002 and by $3.38 M to $3.75 M in FY 2003.

Capital Investment Tax Credit: The Capital Investment Tax Credit could reduce state tax revenues by as
much as $3 M each year beginning in FY 2002. This bill creates a credit for companies making certain
qualified investments in Shelby County provided that the average wage paid to employees exceeds the
average wage in that county. Qualified investments would include the purchase of new manufacturing
equipment, on-siteinfrastructureimprovements, and other expendituresoutlinedinthebill. Thecredit would
be equal to 14% of the qualified investment made in a taxable year. Thetotal credit would not be taken at
once, but would be divided equally over seven years, beginning in the year inwhichitisgranted. Currently,
only one company is expected to qualify for the tax credit. The qualified investment by this company is
expected to be $150 M. Therefore, the company would be entitled to atotal tax credit of $21 M with an
annual impact of $3 M for seven years (excluding any amounts carried forward). This could be reduced by
the* clawback” provision of thebill, if qualifying company failsto makethe qualified investment withinfive
years and the DOR seeks repayment of the tax credit.

This credit could be taken against a taxpayer’s liability under the Gross Income Tax, the Adjusted Gross
Income Tax, the Supplemental Net Income Tax, the Bank Tax, the Savings and Loan Association Tax, the
Insurance Premium Tax, and the Financial Institutions Tax. Revenue from these taxes is deposited in the
General Fund and the Property Tax Replacement Fund. If a pass-through entity without state tax liability is
entitled to acredit, ashareholder, partner, or amember of the entity may receive acredit equal to the amount
determined for the entity multiplied by that person’s share of distributive income.

If the credit exceeds ataxpayer’ sliability in asingle year, the excess may be carried forward for up to three
consecutive years. No carrybacks or refunds would be allowed. As this credit is retroactive to January 1,
2001, thefirst year of state impact would be FY 2002.

Thebill requiresthat itemsfor which the tax credit was granted must be fully installed or completed within
5 years of the date on which the IDOC informs the DOR that the taxpayer is entitled to the tax credit. If not,
the “clawback” provision in the bill providesthat the DOR may require the taxpayer to repay the amount of
tax liability offset by the tax credit, plusinterest.

Oil Rerefining Facility Tax Credit: Thetax credit could reduce revenue between $750,000to $1.5M in FY
2002 and between $375,000 to $750,000in FY 2003. A taxpayer that ownsafacility that processesrerefined
lubrication oil would be entitled to a non-refundable credit against the taxpayer’s state tax liability. The
credit amount awarded would be a percentage of property tax paid by the taxpayer on (1) real property on
which a facility that processes rerefined lubrication oil is located and (2) personal property used in the
processing of rerefined oil to and from the processing facility. The credit allowed is a set percentage which
would decline annually over the life of the credit. The following table defines the percentages.
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Calendar Year Credit Percentage
2001 100%
2002 80%
2003 60%
2004 40%
2005 20%

Unused credit can be carried forward for aperiod not to exceed two years. Therefore, all unused credit would
have to be used by December 31, 2007.

Currently, at least one taxpayer would qualify for the credit. The property taxes paid by this taxpayer are
estimated at $1 M in CY 2001 and $1 M in CY 2002. The taxpayer has experienced a significant increase
in property taxes due to the phase-out of the Resource Recovery Property Tax Credit.

Due to the effective date of this credit and potential impact on tax liability, a taxpayer could adjust their
quarterly payments in anticipation of the credit. The potential impact in FY 2002 could include the full tax
credit for tax year 2001 along with the first two quarterly payments of tax year 2002 adjusted for the
anticipated 2002 tax credit. Depending on theincometax liability of the taxpayer, the proposed credit could
reduce revenue between $750,000 to $1.5 M in FY 2002 and between $375,000 to $750,000 in FY 2003.
Itisunknown if the eligible taxpayer would be able to use the entire credit for agiven year. The credit isnot
refundable and may only be carried forward for two years.

The estimated Oil Rerefining Tax Credit could also be effected by reassessment that will occur in CY 2003
since the taxpayers assessed valuation could change.

Itis possiblethat additional unknown taxpayers either currently qualify for thistax credit or will be able to
qualify in future years, therefore creating an indeterminable impact on future tax collections.

The credit may be applied to corporate gross, state gross retail and use tax, adjusted gross income tax,
supplemental corporate net income tax, bank tax, savingsand |oan association tax, financial institutionstax,
and the insurance premiums tax. These taxes are deposited in the General Fund and the Property Tax
Replacement Fund.

A taxpayer must request the Department of Commerce to determine the taxpayer’ s entitlement to the credit
in the manner and on forms prescribed by the Department.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues:

State Agencies Affected: Indiana Department of Commerce, Department of State Revenue.

L ocal Agencies Affected:
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| nfor mation Sour ces: Indiana State Board of Tax Commissioners.

SB 333+ 4



